


General Business Conditions 


HE business decline has continued dur- 

ing April, although there are signs that 

the rate of fall is moderating. Appar- 

ently the industrial production index, 

which by March had declined 12 per 

cent in seven months, has dropped further; 

most weekly production figures, including those 

for steel, automobiles, paperboard, petroleum, 

and coal, have been down more than seasonally. 

In retail trade the pinch of rising consumer 

prices on reduced incomes is being felt. Seasonal 

revival in outdoor work has brought greater em- 

ployment in agriculture and construction. How- 

ever, total unemployment declined only about 

one sixth the usual seasonal amount, and the 

number of people receiving unemployment com- 

pensation has risen slightly. Business sentiment 

continues cautious, with emphasis on inventory 

reduction and no general move toward forward 
buying. 

On the other hand, some business reports have 

a little more favorable tone. Chiefly they take the 
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form of a leveling out in the drop of new orders, 
or even modest improvement, in individual com- 
panies or industries. The significance of such re- 
ports is the indication that curtailment of out- 
put and inventory reduction are beginning at 
last to exert their corrective influence. Hope that 
the recession is entering or is about to enter the 
“bottoming out” stage seems to be spreading. 
Good support for this hope can be adduced, but 
thus far there is little statistical proof. The only 
certainty is that final demand and consumption 
are in general running above production, and that 
sizable inroads on inventories are being made. 
At some point such drafts will no longer be pos- 
sible and production and consumption will come 
closer together. 


The great question is how much the gap will 
be closed by increasing output, and how much 
by a further decline in consumption. In 1953-54 
sustained personal consumption provided an 
anchor around which inventory adjustments 
were made and the economy rallied. Now the 
anchor does not seem to be holding quite so 
firmly. Nevertheless, consumption is holding up 
better than production, for disposable income is 
supported by unemployment compensation, and 
by many forms of social security payments. Gov- 
ernment expenditures, financed by deficits, are 
rising. For the first impetus to “bottom out,” and 
then to improve, the economy should look to cor- 
rective progress in inventory adjustment, and a 
subsequent stabilization of production, rather 
than to a higher level of business investment, 
which is likely to be much longer coming. 


Straws in the Wind 


Corporation executives in such diverse fields 
as nylon fibre, appliances, aluminum, apparel, 
and machinery have stated publicly in recent 
weeks that the inflow of oad’ is improving. 
In scattered instances, scheduled layoffs have 
been canceled and furloughed workers are being 
recalled. Machine tool manufacturers report that 
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month in a row; the starting t in Decem 
1957, however, marked an A eopet low. The 
Defense Department s up contract letting 
sharply in March; new obligations for major 
procurement and production were reported at 
$2.4 billion — more than in January and February 
combined. A continued high rate of new obliga- 
tions will be necessary in the remaining months 
of fiscal 1958 to meet the goals announced by 
the Administration in mid-March. 


All these straws in the wind do not necessarily 
mean that an economic turnaround is imminent 
or even that the economy is entering the bottom- 
ing-out stage. They do, however, point up the 
existence of areas where counter-recessionary 
forces are gathering strength. 


Flattening Out the Decline 


An encouraging feature of the March busi- 
ness reports was the fact that the declines regis- 
tered by major economic measures were in 
nearly every instance smaller than in pene 
and in most cases were also down more gradually 
than in January. The accompanying table shows 
some of the more important indicators: 


Per Cent Change from Previous Month 
(Seasonally adjusted data) 


January February March 
Total employment ————__.. — 0.9 — 0.5 —0.3 











Total unemployment +14.9 +16.2 +5.0 
Factory production workers _... — 2.3 — 2.4 —1.6 
Industrial ae — 1.5 — 2.8 —1.5 
W: salari other 

js i “2 — 0.8 —11 —0.5 
Retail sales — 0.8 — 3.6 —1.2 





The pattern of accelerating decline in Febru- 
ary pal ermench decrease in March was accentu- 
ated by the unusually bad storms during Febru- 
ary, which kept many workers from their jobs 
and shoppers from the stores. April figures will 
reveal whether the flattening out is real or a freak 
of the weather. 


The emergence of some encouraging signs 
doubtless lies behind the cautious and watchful 
attitude of the Administration toward anti-re- 
cessionary actions. Because the business slide 
has not yet been checked, the Federal Reserve 
has continued its series of credit-easing actions. 
Such moves will be reversible should inflationary 
pressures develop during the recovery. Similarly, 
the Administration has been exercising discre- 
tionary powers, including the easing of terms 
for mortgages insured by the Federal Housing 
Administration or guaranteed by the Veterans 
Administration, and has been accelerating con- 
struction programs already under way. Here 
too, actions may be reversed without Congres- 
sional action should the need arise. 





On the other hand, signs that the decline may 
be flattening out encourage a second look at big, 


new, anti-recessionary 7a eM The timing and 
the impact of proposed increases in Government 


outlays or cuts in taxes are undergoing closer 
scrutiny, while the use of long-range programs 
to achieve short-run objectives is encountering 
stiffer resistance. 


Progress in Inventory Adjustment 


The correction in inventories plainly must go 
further. Nevertheless, it already has been sub- 
stantial, while showing no signs of accelerating 
into a spiral. Through the first quarter of 1958, 
eae adjustment accounted for nearly two 
thirds of the over-all economic decline, accord- 
ing to preliminary estimates of gross national 
product by the Council of Economic Advisers. 

Gross national product dropped from a record 
annual rate of $440 billion in the third quarter 
of 1957 to $424 billion in the first quarter of 
1958. This drop of 8.6 per cent is already greater 
than the decline of 3.2 per cent in the 1948-49 
recession or the dip of 2.7 per cent in 1953-54. 
However, final demand for goods and services — 
total output minus the change in business inven- 
tories —has edged down only about 1% per 
cent from the peak, as shown in the chart. 
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1953 54 1955 1956 1s5 1958 
Gross National Product, Inventory Change, and Final Demand 
(Seasonally adjusted, annual rate) 


Thus, final demand over the past two quarters 
has been supplied in part by drawing down in- 
ventories. In the first quarter, inventory reduc- 
tion reached an annual rate of $7% billion, the 
highest rate of liquidation for any quarter on 
record. Such extreme rates of inventory change 
are difficult to maintain for an extended period. 
But how soon and how strong the turn will be 
depends mainly on the enh of fina] demand. 


Business Investment Plans 


During the first quarter, the only types of de- 
mand to increase over the previous quarter were 
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consumer spending on nondurable goods and 
services and expenditures by state and local 
governments, including highways and other pub- 
lic works. In the months ahead, gains can also be 
anticipated in the defens. program and possibly 
in homebuilding as well. The upward push of 
these forces must be balanced off against lagging 
consumer purchases of automobiles and other 
durable goods and the substantial decline now 
scheduled in business capital expenditures. 

A recent survey by McGraw-Hill indicates 
that, despite the business downtrend, no signi- 
ficant change in over-all business capital invest- 
ment plans has occurred since the Government 
made a similar survey in January and February. 
Business men reported to McGraw-Hill that they 
planned to cut plant and equipment expenditures 
12 per cent in 1958 from the record 1957 rate; 
present schedules call for a further reduction of 
8 per cent in 1959. 

In manufacturing industries, outlays for mod- 
ernization and replacement are expected to hold 
up fairly well in 1958 and ’59, but expansion pro- 
grams are being cut back substantially — about 
30 i cent in 1958. This slackening of expansion 
and growth is likely to persist until sales and 
consumption show signs of new breakthroughs. 
The emphasis is clearly on outlays which will 
cut costs, save labor, and promote greater effi- 
ciency. In addition, the increasingly heavy re- 
search expenditures — scheduled to rise to $8.8 
billion in 1958 from $7.3 billion in 1957 — are 
impressive evidence of the importance business 
men attach to dovdaping new products, improv- 
ing old ones, and perfecting new, lower-cost 
processes. 
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With capacity now ample in most lines, busi- 
ness is devoting its resources to develop facilities 
for offering new and better products to people 
at prices they can and will pay. Most business 
men are not waiting for Washington to bail 
them out. Instead they are doing their best along 
these lines and through greater sales effort to 
speed the recovery. 


First Quarter Corporate Earnings 





Reports for the first quarter issued to date by 
801 corporations show combined net income 
after taxes of approximately $2.8 billion, a de- 
cline of 31 per cent from the relatively high first 
quarter of 1957 and 28 per cent from the fourth 
quarter. Declines predominated among major 
individual companies, reflecting the impact of 
the recession on production and sales, plus a 
variety of other factors including excess capacity, 
extreme competition, price cutting, lagging de- 
mand, shifts in defense contracts, inventory 
liquidation, and even the weather — rain, snow, 
and cold. 


The decline in the corporate income total 
this year is being moderated by the good earn- 
ings maintained by most of the public utility 
systems — electric, gas, and telephone. For the 
596 manufacturing companies in our tabulation, 
the first quarter drop in net income as compared 
with a year ago was 85 per cent, with three out 
of four companies reporting decreases. 


First quarter sales reported by manufacturers 
are down 14 per cent from the first quarter last 
year, with two out of three registering declines. 
As usual, declining sales resulted in sharper de- 





NET INCOME OF LEADING CORPORATIONS FOR THE FIRST QUARTER 
(In Thousands of Dollars) 







































































Reported Net Income After Taxes Per Cent Change From 

No. of First Qr. Fourth Qr. First Qr. First Qr. FourthQr. 
Cos. Industry Groups 1957 1957 1958 1957 1957 
46 Food products and beverages $ 76,182 $ 95,081 $ 75,390 —1 —21 
12 Tobacco products 36,046 48,184 47,439 +82 in 9 
80 Textiles and apparel 18,861 17,206 9,382 —32 —45 
6 Tires, rubber product 22,404 19,609 12,164 —46 —s8 
81 Paper and allied product 67,100 69,988 53,578 —20 —23 
87 Chemical products 201,301 181,414 126,797 —87 —80 
24 Drugs, soap, cosmetics 83,629 95,628 87,870 +5 a= § 
87 Petroleum producing and refining —...__.___. 788,236 611,565 539,212 —32 —12 
47 Cement, glass, and stone 77,064 94,996 47,658 —38 —50 
86 Iron and steel 802,467 219,455 128,654 —59 —44 
28 Electrical equipment, radio and television.______ 87,868 90,184 64,129 —27 —29 
55 Machinery 103,716 89,285 69,080 —33 —23 
96 Other metal products 201,298 171,345 123,702 —39 —28 
82 Automobiles and parts 450,045 348,629 218,689 —51 —387 
81 Other transportation equipment 63,172 59,355 52,650 —17 —11 
48 Miscellaneous manufacturing 68,532 78,902 51,826 —18 —34 
696 Total manufacturing 2,637,911 2,290,726 1,708,165 —35 —26 
24 Mining and quarrying 85,005 30,901 23,047 —34 —25 
80 Trade (retail and wholesale 27,007 37,330 28,761 + 6 —23 
19 Service and amusement in es 22,881 24,794 20,759 —9 —16 
61 Railroads 147,109 164,470 31,509 79 —81 
17 Electric power, gas, etc. 248,302 217,408 269,110 +8 +24 
4 Telephone and telegraph 226,309 229,082 225,087 —_ 1 —2 
Total $3,344,524 $2,994,711 $2,801,388 —81 —23 
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costs. Average net margin on sales of the 
group was narrowed from 7.8 to 5.5 per cent. 

The number of manufacturing organizations 
which realized no return on their investment but 
incurred losses instead rose from 4 per cent in 
the first quarter of 1957 to 8 per cent this year, 
while the dollar total of deficits jumped from $7 
million to $80 million. 

Among the hard-hit groups this year is steel, 
with a 83 per cent drop in dollar sales billed in 
the first quarter. The top three automobile manu- 
facturers all reported ne. trea declines in earn- 
ings reflecting curtailed buying by dealers with 
heavy inventories of unsold cars. 

Most of the petroleum producers reported 
lower earnings this year, reflecting not only an 
easing of demand and lower refined - product 
prices, but also the comparison against the Suez 
generated boom a year ago. Other manufac- 
turing groups having sizable declines include 
textiles, rubber, paper, chemicals, cement-glass- 
stone, machinery, and electrical equipment. 

Sales billed in these lines were only moderately 
below those of a year ago (often, however, at the 
expense of unfilled orders) and at least some com- 
panies in each group managed to improve their 
net. In a majority of cases, however, earnings 
were squeezed by a combination of reduced 
volume and higher costs. Two other important 
items of advancing expense, which affect indus- 

quite generally, are the cost of ions and 
other labor benefits, and the charges for depre- 
ciation on the greatly expanded investment in 
plant and equipment. 

Relatively the most stable earnings, as shown 
in the table, were maintained in such lines as 
foods, tobacco, and drugs. Sales of such consumer 
goods generally held up better than sales of prod- 
ucts to industry, and numerous producers con- 
tinued their long-term upward trend to new 
records. 


New Moves to Ease Money 





While debate over anti-recession fiscal policy 
continued, the Federal Reserve authorities in 
April took two more steps to ease the cost and 
availability of credit. Effective April 18, Federal 
Reserve discount rates were reduced from 2% 
to 1% per cent at five Reserve Banks, including 
New York. By the end of the month only the 
Dallas Reserve Bank still was at 2% per cent. 
The discount rate has now been cut to half the 
level prevailing last November before the dra- 
matic reversal of Federal Reserve credit policy, 
and is at the lowest level since August 1955. 


Simultaneously, the Federal Reserve Board an- 
nounced the third reduction this year in member 
bank reserve requirements. The proportion of 
demand deposits to be carried at the 
Federal Reserve Banks was cut 1 point to 15 
per cent for New York and Chicago central re- 
serve city banks in two steps: % point effective 
April 17 and % point effective April 24. Banks 
in 48 other reserve cities had their requirement 
reduced % point to 16% per cent effective April 
24. The % point additional reduction for New 
York and Chicago banks represented an initial 
concession to the widely-held view that a differ- 
entially higher requirement for banks in these 
cities is no longer justified. 

Reflecting recognition that money market pres- 
sures are concentrated on banks in larger centers, 
requirements for country banks, which collec- 
tively have about $500 million excess reserves at 
almost all times, were left unchanged at 11 per 
cent. Altogether, the reductions added $450 
million to the $1 billion bank funds already re- 
leased for lending and investing by the Febru- 
ary and March reserve requirement cuts. 

A specific purpose of the April reserve require- 
ment reductions, a Federal Reserve spokesman 
indicated, was to protect bank reserve positions 
against the tightening effects of recent declines 
in the U.S. gold stock. Paradoxically, the Federal 
Reserve's easier credit policy has some responsi- 
bility for the $739 million gold loss since mid- 
February. The United Kingdom and other foreign 
countries with strengthening gold and dollar re- 
serve positions recently have been accumulating 
gold. Last year short-term dollar assets had been 
raised to abnormally high proportions of total 
foreign gold and dollar reserves due to the attrac- 
tion of 3 to 4 per cent yields on Treasury bills 
and certificates. The U.S. gold stock still totals 
$22 billion, of which $11.5 billion is required as 
a reserve against Federal Reserve note and de- 
posit liabilities. 

Market Effects 

Money rates and bond yields responded to the 
Federal Reserve's actions with further declines. 
Yields on new issues of 91-day Treasury bills, 
which had gone as high as 3.66 per cent last 
October, averaged 1.18 per cent in April. Dealers 
cut commercial paper rates by % per cent more to 
1% per cent on prime 4-6 months notes. Rates 
paid on bankers acceptances and finance com- 
pany paper were also reduced. All these rates 
made new lows since 1955. 

In the bond market, U.S. Governments re- 
wee strongly to the dual stimulus of the 

ederal Reserve moves and the T: s de- 


cision to refrain from a long-term offering on its 
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$3.9 billion April 15 cash borrowing. The new 
five-year 2% per cent notes offered were heavily 
oversubscribed and at the close of the month 
were selling at 101 to yield 2.39 per cent. The 
Treasury 8%s of 1990, issued at par only two and 
one half months ago, which had risen from a 
March low of 102 to 105 following the Treasury's 
financing announcement, advanced another 2 
points to 107 on the strength of the Federal Re- 
serve actions. Profit-taking cut these gains toward 
the close of the month. 

In the corporate bond sector, yields on new 
issues of highest quality, which had been suc- 
cessively raised in February and March under 
the pressure of offerings, fell back in April, ap- 
proaching their January low. Highest grade new 
corporate bonds were sold in April at an average 
yield around 8% per cent, compared with 4% per 
cent or more in June 1957. State and local govern- 
ment borrowers also found a growing demand 
for their obligations, reflecting increased bank 
buying. Yields on representative high grade tax 
exempts, which had gone as high as 3.57 per cent 
last August, dropped to 2.89 per cent late in April. 

Beginning April 22, principal commercial 
banks throughout the nation lowered their prime 
rates — the minimum charged business borrowers 
of the highest credit standing —from 4 to 3% 
per cent. Maintenance of the prime rate at levels 
substantially above those for short-term open 
market borrowing reflects the continued relative- 
ly strong demand for credit from banks. 

Many of the loans at the prime rate are used 
for working capital purposes. But a growing 
proportion in the postwar years have been term 
loans — with a maturity more than a year 
away — which are largely used to finance plant 
or equipment purchases and which alternatively 
could be financed in the bond market. Thus, in 


recent years the prime loan rate has, as shown 
in the charts above, been more closely related 
to offered yields on highest quality new corpor- 
ate bonds than to yields on Treasury bills and 
other s of short-term paper. The April re- 
duction kept the prime rate competitive with 
rates required on new bond issues. 


The Workings of Policy 
Complaints heard from time to time that 
the Federal Reserve was “dragging its feet” in 
easing credit make pertinent a review of the 
successive steps taken since the first cut in dis- 
count rates last November. 


The successive discount rate reductions, while 
touching off a revival in the bond market and in- 
fluencing importantly the psychology of lenders 
and borrowers, have given the banks no more 
money to lend. Starting in February, however, 
the successive reserve requirement reductions 
have released about $1% billion for lending and 
investing by member banks. Furthermore, the 
Federal Reserve authorities this year permitted 
the usual post-Christmas return of currency from 
circulation to ease bank reserve positions. Thus 
their seasonal sales of government securities, 
which usually absorb practically all of the funds 
released by declining currency circulation, 
totaled only $611 million against a reduction in 
currency circulation amounting to $1,632 million. 


As a result, member bank reserve positions 
have been eased substantially. Last November 
—with bank borrowings from the Federal Re- 
serve Banks well above their excess reserves — 
the banks showed $292 million net borrowed 
reserves. This April, however, excess reserves 
averaged more than $500 million above borrow- 
ings from the Reserve Banks — the highest free 
reserves since 1954. 





May, 1958 


BILLIONS OF DOLLARS 
el 








RESERVES 








~-| 7 ! l 
952 953 054 055 856 B57 1958 
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(Monthly Averages of Daily Figures) 

This —_— of excess reserves over borrow- 
ings would be much larger but for the gold 
losses, mentioned earlier, and the promptness 
with which the banks have put new funds to 


work. 


Since mid-November, when credit policy was 
switched from restraint to ease, total loans and 
investments of the weekly reporting member 
banks have increased $6.6 billion, more than 
four times their increase in the corresponding 
period a year ago. As the following chart shows, 
purchases of securities are responsible. While 
loans declined $109 million, investments rose 
$6,719 millicn. 
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(Last Wednesday of each month; latest plotting April 16) 
* Excluding loans to banks. 

The rise in bank investments, as the chart 
shows, is the first since 1954. The banks are 
seizing the opportunity to rebuild their liquidity, 
severely depleted in the past three years by 
needs to take care of customer loan demands. 
Most of the increase represents purchases of U.S. 
Treasury obligations, mainly short or intermedi- 
ate-term. The balance is made up of tax exempt 
state and local government issues. 

A $7 billion rise in deposits in the same period 
is a natural reflection of the ion in invest- 
ments, because the banks increase deposits when 
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they pay for their acquisitions. Most of the in- 
crease has been in time and Treasury deposits, 
rather than in checking account balances. While 
not as liquid as demand deposits, time and sav- 
ings deposits are available for expenditure on 
relatively short notice. And as the Treasury 
spends its money, private purchasing power is 
correspondingly increased. 


Encouragement to New Borrowers 


All this, together with an increased flow of 
funds to the savings institutions, has broadened 
investment demands and afforded encourage- 
ment to new borrowers. 


State and local government bond issues, total- 
ing a record $2.3 billion in the first quarter of 
1958, were well above the $1.8 billion sold in 
the comparable period a year ago. Corporate 
bond flotations closely approached their record 
of $2.7 billion in the first quarter of 1957. 

Reflecting the shrinkage of loan rates and bond 
yields and rising inflows of savings, banks and 
insurance companies have become more inter- 
ested in home mortgages. With the switch in the 
availability of funds taking builders by surprise, 
the initial impact has been a shortage of mort- 
gages, pending completion of homes being under- 
taken now. Reflecting the increased demand, 
outstanding 4% per cent home mortgages guar- 
anteed by the Veterans Administration, which 
sold as low as 89 last year, now are being pur- 
chased at 94. Existing 5% per cent mortgages 
insured by the Federal Housing Administration, 
which traded at 95 in 1957, are now bringing 
98 and in some cases par. Such easing of mort- 

age money is a prerequisite of a revival of home- 
uilding. 
Credit Policy Aims 

The effects of changes in monetary policy take 
hold gradually. But there is little Soubt that 
the credit conditions needed for recovery are 
being created. As Federal Reserve Board Chair- 
man William McChesney Martin told the Senate 
Finance Committee on April 22: 

By fostering conditions conducive to prosperity, the 
Government can help a lot. But it can’t do it all. That is 
why the Employment Act of 1946 pledges the Govern- 
ment’s efforts to create and maintain “conditions under 
which there will be afforded useful employment oppor- 
tunities, including self-employment, for those able, will- 
ing and seeking to work.” And it is why the same Act 
says the Government's efforts to that end shall be applied 
“in a manner calculated to foster free competitive enter- 
prise and the general welfare.” 

Monetary policy is undertaking, within its inherent 
limitations, to provide such a climate for recovery. It is 
not omnipotent, but I can assure that the System is 
approaching the problem of combatting recession with 
just as much vigor as it exhibited in battling inflation. 
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Food and the Cost of Living 


The announcement last month that the con- 
sumer price index had moved up again in March 
raised anew what has become a great public 
question: How can the “cost of living” ad- 
vance to record levels when the economy is in 
a slump and unemployment is at a postwar high? 


The U.S. Bureau of Labor Statistics reported 
the consumer price index at 123.3 (1947-49 = 
100), 0.7 per cent above February and 3.7 per 
cent over a year earlier. The index has gone 
up in 22 of the past 25 months. This rise con- 
trasts with the sizable drop in industrial produc- 
tion and rise in unemployment compared with 
March 1957. 


How can it happen? For the several million 
people trying to make ends meet on unemploy- 
ment checks, the question has particular urgency. 





There appear to be two main reasons why the 
over-all consumer price index has failed to reflect 
the recession. 


First, consumer prices tend to lag behind busi- 
ness conditions. This is mostly due to the cost 
of services — e.g., transit fares, medical and den- 
tal care, repairs, haircuts, gas and electric bills — 
which respond slowly to increased costs. 


Professional people, for instance, adjust their 
tly, 


fees infrequently, not in line with every jiggle 
in business indicators. Utility rate boosts reflect 
cost increases incurred many months earlier. 
In recent months these “laggards” have been 
catching up. The service category (excluding 
rents), which makes up about one fifth of the 
consumer price index, in March was 4.4 per cent 
over a year earlier. 


The second, and most important, reason why 
the eonsumer price index has recently moved to 
new highs is the upward trend in food prices. As 
can be seen in the table below, food prices in 
March were 6.7 per cent above the same month 
last year. The rise is especially significant be- 
cause the food category makes up about 30 per 


cent of the total index. 


Consumer Price Index* 
(Per cent change in groups and sub-groups) 
Group Mar ’57 - Mar ’58 


All Items 











Fuels 
Household Operation 
Food 











Apparel 
ae 














Reading and Recreation 
Other Goods and Services 


*The index measures price changes in a fixed “market basket’ 
of goods and services usually bought by moderate - income 
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Why Food Prices Have Risen 


The recent rise in food prices —1.8 per cent 
in January, 0.4 per cent during February and 
another 1.8 per cent in March — is mainly due to 
bad weather, which has reduced crops, and to 
slow marketings of meat animals. 


Fruit and vegetable output was hard hit this 
winter by freezes and excessive rains, particu- 
larly in Florida. Winter vegetable production in 
early March was estimated at 15 per cent below 
last year. The combination of heavy snowstorms 
and a 8 per cent decline below a year earlier in 
the number of laying hens caused March egg 
production to fall to the lowest level for that 
month since 1941. 


Rising retail meat prices stem from higher val- 
ues for cattle and hogs which in turn reflect re- 
duced marketings and slaughter. Federally in- 
spected cattle slaughtered during the first quar- 
ter dropped 11 per cent below a year earlier 
while the hog kill was down 8 per cent. 


With supplies reduced and demand unaffected 
despite the recession, meat prices have moved up 
sharply. Farmers in mid-March were receivin 
an average of $21.70 a hundredweight for bee 
cattle — 36 per cent over a year earlier. Hogs 
were priced at better than $20 a hundredweight 
for a 21 per cent gain over March 1957. 


Dwindling Cattle Numbers 


A major factor behind the lower cattle market- 
ings and slaughter is the drop in the nation’s cat- 
tle and calf inventory. From a record high of 
nearly 97 million head in January 1956, the num- 
ber of cattle dropped to 94 million by January of 
this year — lowest since 1952. 


Downturns in cattle numbers start when cur- 
rent and prospective prices are unprofitably low 
in relation to factors involved in production — 
é.g., range and feed conditions, costs of pur- 
chased feeds, and the availability and cost of 


financing. 


The drought and depressed cattle prices in 
1956 discouraged beef production. Conversely, 
the end of the drought, with the return of lush 
range conditions, and the rise in cattle prices 
have encouraged the rebuilding of depleted 
herds. Moreover, instead of sending their cattle 
right to market, as they did last year, many 
farmers are holding them back to fatten them 
on corn, figuring the extra weight at prevailing 
prices will more than offset feed costs. 


The rebuilding of herds, though it works 
against the downturn in numbers, obviously helps 
to keep current cattle marketings and slaughter 
down. 








Hog Numbers Rise Modestly 

H ers, as one observer has put it, were 
“badly are in the winter of 1955-56 when 
su swelled far in excess of demand. mo 
in that period dro to about 10 cents a 
— against 17 antes earlier — and farmers 
became panicky sellers. Packers, flooded with 
more hogs than they could handle, had to take 
the unusual step of asking farmers to delay mar- 
ketings until a later date. 

After this experience, farmers cut numbers 
and since have been i about segtsein. 
Although prices of corn and other feed grains 
have been exceptionally favorable in relation to 
hog values since last summer, last fall's pig cro 
was only 2 per cent above a year earlier. An 
preliminary indications are that the 1958 spring 
pig crop will be up 6 per cent, a modest in- 
crease in view of this year’s favorable price in- 
centives and the continued rise in our population. 

Hog raising can be expanded (or contracted ) 
more rapidly than cattle production, and farmers 
may accelerate output considerably next fall — 
particularly if feed supplies remain abundant 

and relatively cheap. 

Feed Grain Props Hamper Meat Output 

Federal price support programs for feed grains 
have tended to accentuate price fluctuations of 
cattle and hogs, particularly the latter. With 
supports — especially for corn—at high levels, 
farmers too often have been encouraged to pro- 
duce grain for Government storage bins instead 
of providing feed for livestock. This has helped 
keep livestock numbers below what they might 
otherwise have been and thus has contributed, 
indirectly, to high livestock prices. 

Before the Government stepped in to provide 
price props, livestock production arene a 
steady market for feed grains. Other things being 
equal, the result was more stable cattle and ho 
prices than the sharp swings that have prevail 
in recent years. 

Beef cattle and hogs — along with eggs, fruit, 
and vegetables — do not come under ar Beige 
support programs. It is significant that e 
nannies are doing much better than those 
farm products which are supported and which in 
some cases have their acreage controlled. 

Admittedly, adverse weather and short meat 
supplies have been major factors in the recent 
sharp price increases in these “free” commodi- 
ties. Nevertheless, the absence of price props 
has benefited these products since surpluses have 
not been built up to depress current markets. In 
other words, the law of supply and demand has 
been allowed to keep production and consump- 
tion in balance. 


Farm Economy Has Improved in Past Year 
Despite the obvious failure of high price su 
ports, the farm bloc in Congress yoo to 

vigorously for them. For example, Senator 

Lyndon iy on rs on March 23, warned that 
a veto of a bill freezing farm price supports for 
10 major at T9s7 ars (the bill was 
vetoed March 31 by President Eisenhower) 
“would be a direct and unmistakable announce- 
ment that the Administration intends to force 
farm prices down even lower than they are now. 
... Agriculture cannot take many more jolts.” 

Mr. Johnson's concern about farmers is com- 
mendable, but latest available statistics show that 
farming is the brightest spot on the economic 
scene. As of mid-April, the index of farm prod- 
uct prices was 266 (1910-14 = 100), 10 per cent 
above a year earlier and highest since January 
1953. Moreover, the jump in farm prices during 
the past year has exceeded the rise in costs. As a 
result, the so-called parity ratio (the ratio of farm 
prices received to prices paid) in mid-April stood 
at 87 per cent, up from 82 per cent a year ago. 

In addition, farmers’ realized net income in the 
first three months of 1958 was close to an an- 
nual rate of $13 billion, compared with $11.7 
billion in the same period last year. While some 
of the upturn was due to delayed marketings 
of crops harvested last fall, most of it reflects the 
improvement in farm prices 

More important, this improvement in farmers’ 
well-being comes at a time when the nation’s 
over-all economy is in a downturn. It also belies 
the contention of Congressional farm bloc mem- 
bers and others that agriculture is precipitating 
the current business recession. Commented an 
Agriculture Department official in the Wall Street 
Journal of April 24: “It’s enough to make any 
good agricultural economist turn over in his 
grave. We've always assumed that farmers can 
only be prosperous in a rising economy.” 
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Food Price Relief Ahead? 
How long will food continue to push up the 


over-all consumer price index? 

By late spri sibly in May, new supplies 
of fresh die Agrees A reach the pele. and 
some food prices will fall. By summer additional 
supplies of vegetables and local harvest of fresh 
fruits should push the food component of the 
consumer price index down. The heavy buildup 
in the number of cattle now being fattened 
gsr say lower beef prices and the outlook for 

ogs is for increased marketings in the fall. 

In short, increased supplies of fruits, vege- 
tables, and meats in the months ahead are likely 
to result in lower food prices— welcome news 
for the keeper of the family market basket. 


This Business of Old Age Pensions 


Liberalizing the Government’s Social Security 
program packs plenty of human — and political 
— appeal. Congress’ voting record attests to this. 
It has liberalized Social Security laws every Con- 
gressional election year since 1948. 

Pressures now building up indicate this elec- 
tion year may well continue the trend. More than 
100 bills to expand the program in one way or 
another have been crammed into the legislative 





hopper. Some legislators — e.g., Senate Majority 
Leader Lyndon Johnson — want Social Security 
payments increased as part of the Government's 
anti-recession program. Former President Tru- 
man, testifying before the House Banking and 
Currency Committee on April 14, called for in- 
creased Social Security benefits as “one of the 


most desirable methods of expanding purchasin 
power.” Administration officials have conced 
that, if pressures in Congress grow, they may be 
forced to recommend a moderate liberalization 
“to head off far greater changes.” 

Changes A in the bills range from the 
comparatively mild to the radically different. 
One, for example, would slightly liberalize bene- 
fits to widows and dependents of disabled work- 
ers. At the other extreme is a plan to launch 
the Social Security system into the health field 
by providing payments for retired workers’ sur- 
gery and hospital bills. To cover the cost of 
this, of course, Social Security taxes would have 
to be sharply increased. 


The flood of proposed changes comes at a time 
when the present system is showing visible signs 
of financial strain. Social Security tax collections 
are running yer below the amount - none 

ents, an e is to show 
P deficit this year Bight t wasn’t sup- 
posed to happen for many years. 


In the light of these developments, and with 
dhs talb taibeatch-tegenaitin done Gon tact 
prod eno oo on mri Ant Mcp 
sense to wei: posals that would 
ellen the soope-diithe équbean anne todos, Shs 
Advisory Council on Social Security Financing, 
created by Congress in 1956 and made up of ex- 
perts from industry, labor, and education, is due 
to report on the financial soundness of the pres- 
enh gingene by anak Smmenyt:-> lee e 
worthwhile to get the results of their study be- 
fore passing new laws. 


Major New Proposals 

Organized labor's idea of how the Social Se- 
curity program should be broadened is embodied 
in a bill introduced by Representative Aime For- 
and of Rhode Island. 

Under this bill, regular retirement benefits 
would be increased 10 per cent. In addition, it 
would give retired workers generous health bene- 
fits by having the Social Security fund take over 
the full cost of their surgical bills and pay for up 
to 120 days a year of hospital and nursing home 
care, providing no more than 60 days were in 
a hospital. 

To pay for these additional benefits, the bill 
calls for an increase in the amount of wages and 
salary subject to Social Security taxes from the 
present $4,200 to $6,000. Moreover, tax rates, 
now at 2% per cent each for employers and em- 
ployes, would be increased to 2% per cent each 
for a total of 5% per cent. 

The medical-surgical provisions of the bill — 
yw backed by the AFL-CIO —have been 
sharply criticized by the U.S. Chamber of Com- 
merce. It calls these provisions “a new gateway 
for the old compulsory health insurance plan 
which the American medical profession fought 
and defeated for the very reason that such a 
plan would lead to Government control of medi- 
cine.” On the other hand, Dr. Eveline M. Burns, 
president of the National Conference on Social 
Welfare, supports the proposal, charging that the 
medical profession in this country “takes a nar- 
row and self-interested view of the social re- 
sponsibilities of the profession.” 

A much milder liberalization of the Social Se- 
curity program is contained in a bill introduced 
by Representative Robert Kean of New Jersey. 

The major provisions of the Kean bill call for 
somewhat increased benefits for widows and 
families of deceased workers; payments for de- 

dents of disabled workers; and increased 
Penefits for people who continue to work after 
reaching age 65 and thus start their benefits late. 
The wage base would be raised to $4,800, but 
tax rates would not be increased. 
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The Spreading Umbrella 

These and other suggested liberalizations, if 
enacted, would be piled on top of a Social Se- 
curity program that has already attained a 
breadth of coverage and a scale of benefit pay- 
ments far beyond what was originally provided 
under legislation passed by the Congress in 1935. 

From modest beginnings, the Old Age and 
Survivors Insurance system (OASI) — the official 
title of the Social Security program — has broad- 
ened out so that nine out of ten workers come 
under the umbrella (federal employes, separately 
covered, and doctors are the major exceptions). 

Nearly 11,000,000 persons—about one for 
every six members in the labor force — are now 
drawing benefits, exempt from tax, ranging from 
a minimum of $30 a month for a single retired 
worker to as much as $200 monthly for a family. 

It is doubtful whether many people receiving 
Social Security realize how much of a capital 
investment it would cost them to enjoy the 
equivalent of these benefits under private in- 
surance plans. A life annuity of $100 per month, 
for instance, if purchased by a person age 65 
from an insurance company would cost him 
around $15,000. A joint annuity paying himself 
and his wife $150 monthly would run around 
$25,000. 

But what of the cost of this financial security? 
Younger working people and their employers 
have had to shoulder a growing tax burden to 
provide it. 

The amount of earnings subject to Social Se- 
curity taxes has increased from $3,000 in 1937 
to the present $4,200. Moreover, tax rates have 
already more than doubled —and another near 
doubling is scheduled by law. 

From 1 per cent each for employes and em- 
ployers in 1937, tax rates have moved up to the 
present 2% per cent each. In 1960 these rates are 
scheduled to go up to 2% per cent, in 1965 to 
3% per cent, in 1970 to 3% per cent, and in 1975 
to 4% per cent each. Thus, the maximum con- 
tribution by a worker— and by the employer for 
each of his workers — has increased from $30 to 
the present $94.50. By 1975 this maximum will 
rise to $178.50 each. 

Increases in benefits, of course, may require 
raising the tax rate schedules still higher. 


Growth in Taxes, Benefits 

OASI tax collections in the year bapeing July 
1, according to official estimates, will amount to 
$7.1 billion — nearly 3% times the $2.1 billion col- 
lected in fiscal 1950. This rise reflects not only the 
increase in tax rates and in the maximum amount 
of taxable earnings but also the extension of 
coverage, the growth in the labor force, and the 


rising level of wages which has tended to raise 
average taxable earnings. 


Cash outgo for benefit payments, however, 
has expanded much more rapidly than have tax 
collections. OASI benefit payments in fiscal 1959, 
owing to previous program expansions and lib- 
eralizations, will total an estimated $8.5 billion — 
nearly 12 times 1950 payments of $727 million. 

OASI benefit payments exceeded tax collec- 
tions last year — the first time this has happened. 
Extension of coverage in 1954 and liberalization 
in 1956 were responsible. 

In 1954, Congress made farmers eligible — on 
attractive terms — to come under the Social Se- 
curity program. It permitted farmers to pay taxes 
for just 18 months and then, if age 65 or over, to 
retire on full benefits. Many old farmers prompt- 
ly paid up their taxes and retired. In 1956, 
women were authorized to retire at age 62 on 
reduced benefit payments. Retirements in both 
groups have been heavier than was anticipated 
by Social Security officials. 

Interest payments of $555 million on the 
OASI’s investments of $22 billion in U.S. Govern- 
ment securities kept the program out of the red 
last year. But, this current fiscal year, even after 
allowing for interest income, expenditures are 


expected to exceed receipts by some $370 mil- 


lion. In the year beginning July 1, the deficit is 
budgeted at $800 million and probably will be 
greater. Social Security officials look for the 
deficit to disappear in 1960, when tax receipts 
will be fattened by the scheduled 1 per cent in- 
crease in the combined employe-employer tax 
rate. 

In these days of mammoth federal spending 
programs it may be surprising to many that the 
Government writes more checks for pensions 
than for any other reason except national de- 
fense. 

The following table shows how federal pension 
outlays have swelled in the current fiscal year 
to more than $11 billion —as against only $1.7 
billion in 1949: 


Federal Pension Outlays 
(Fiscal Years — In Billions) 


1949 
Actaal 
$ 6 
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Old-age and Survivors Insurance 
Disability Insurance* 

Railroad Retirement 
Civilian Employes Retirement 
Veterans Pensions 
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®Authorized by Congress in 1956. 


Problems for the Future 
The rapid expansion that has taken place in 
Social Security benefit payments and tax costs 
poses a number of problems for the future. 
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Consider the area of retirement ons — 
a vital matter for a country faced with an aging 
population and, at the same time, with the pros- 
pect of manpower shortages in the years ahead. 


Today there are some 15,000,000 people aged 
65 or over, about 8% per cent of the pasion 
7 1975, population expect the number 

“senior citizens” will have grown to more than 
21,000,000, nearly 10 per cent of the total. 

It would seem only reasonable that national 
programs and policies should encourage the 
productive efforts of this growing segment of our 
esas Instead, Social Security retirement 

es tend to discourage such efforts. 


An example of this is the action taken in 
1956, as mentioned earlier, to permit women to 
retire three years earlier than men at age 62. 


Another example can be found in the so-called 
earnings test for retirement under the program. 
Under this test, Social Security payments are 
reduced roughly dollar for dollar for amounts 
earned above $1,200 a year by beneficiaries un- 
der age 72. After 72 there is no reduction. By 
boosting the amount that can be earned each 
year without a reduction in benefits, older 
workers would be encouraged to continue using 
valuable skills learned over a lifetime. 


Taxes and Inflation 


There is also the matter of the ae role the 
Social Securi am would in generat- 
ing inflatio; : Sones if it is sepanelly Woenal- 
ized and financed by constantly rising taxes. 

When the program first started, the employer 
paid a tax of 1 cent on the first $8,000 of 
wages and salaries of each of his workers. Now 
that tax—as much a cost of doing business as 
anything else —has gone up to 2% per cent on 
earnings up to $4,200 for each of his employes. 
By 1975, even assuming the present tax rate 
schedule is not in the business man will 
face a payroll tax of 4% per cent. 


As this tax burden rises, pushin B up operating 
costs, the natural inclination of the business 
man is to protect profit margins by raising prices. 
Moreover, the heavier tax bite reduces take-home 
pay and workers want larger pay raises. As we 
stand already, it costs an employer $90 a week 
or more in wages and employment taxes to get 
$70 a week into the take-home pay envelope of 
an employe. 

As prices go up, Social Security checks don't 

‘o as far, and pressure is put on the Congress to 
cat soonthly banelite to keep up with the cost 
of living. Taxes are than raised to pay for in- 





creased benefits and the spiral takes another 
upward whirl. 


Security and Self-Reliance 


Finally, there is the basic question: How much 
further can we liberalize the Social Security pro- 
— without endangering our productive sys- 
tem 

The humanitarian goals we set for ourselves 
cannot be achieved without a strong, productive 
economy. This, in turn, requires the Eve and 
inventive genius, risk-taking investment, and hard 
work of a self-reliant people. 

If payments are F cago ever higher, and if 
coverage is expanded to take in all kinds of finan- 
cial and physical misfortune, there is a danger 
that the sense of individual responsibility and 
self-reliance will atrophy. 

It needs to be remembered that OASI and 
other government pensions account for only part 
of government social welfare outlays. In addi- 
tion, there are such major — as unemploy- 
ment compensation and public assitance. Pay- 
ments under the latter, which were supposed to 
“wither away” with the advent of the Social 


Security program, amounted to $2.9 billion last 
year—nearly double the amount paid out in 1947. 

Last year total social welfare outlays, so-called 
transfer payments, topped $21 billion, up more 


than 70 per cent since 1949 and equal to nearly 
9 per cent of the pay people earn — before de- 
ductions — in wages and salaries for working. 


A Foundation Not a Substitute 


The Social Security program, as originally con- 
ceived, was supposed to peg protection 
against economic insecurity for the worker and 
his family when retirement or death cut off his 
earnings. 

Thus, a “floor of protection” against want was 
placed under those who because of age could 
no longer support themselves. The program has 
unquestionably played an important role in help- 
ing to “prevent destitution in our national life,” 
as President Eisenhower has put it. 

No one begrudges a retired couple their tax- 
contributed income security. Indeed, this pro- 
tection > aa want should be as broadly based 
as possible. 

But it is quite another matter to expand the 
system so that it becomes a substitute for private 
savings, pension plans, and insurance rather than 
a foundation on which these other forms of pro- 
tection can be soundly built. To do so would be 
to discourage individual work effort, planning, . 
and thrift to the detriment of freedom 
and national economic progress. 
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Export... 
and Imagination 


Out from the safety of remote villages, ancient merchants 
led richly laden caravans over the world’s first great trade 
routes. Across unknown, forbidding deserts, through rug- 
ged, relentless mountain ranges, they carried their treas- 
ures of spice and balm, drawn by the dream of new 
sources of trade and wealth in far-off market places. 


Centuries later, other men of vision saw the uncharted sea 
as a road to new markets. Farther and farther west their 
ships ventured, spreading the gospel of world trade. 


More than courage, these ancients had imagination — the 
ability to foresee the profits new markets could offer, both 
in goods and in the exchange of knowledge and ideas. 


Imagination is still the key to overseas trade. But today 
the man of vision who looks abroad for new markets and 
new sources of materials need not travel in the dark. He 
can plan his journey with the guidance and counsel of First 
National City bankers—men whose understanding and 
imagination have been strengthened by a lifetime of living 
and working in the key trading centers of the world. 
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